Introduction
The 1983 Amendments to the Social Security Act (Public Law 98-21) established the statutory framework for the prospective payment system (PPS). PPS radically restructured the payment system by which participating hospitals are reimbursed for inpatient services rendered to Medicare beneficiaries. Section 1886 of the act categorically excludes from PPS psychiatric, general long-term, rehabilitation, and children's hospitals. A special limited-type exclusion from PPS was provided for alcohol and drug hospitals and for Christian Science sanatoriums. In excluding these hospitals, Congress recognized that appropriate and equitable payment rates for specialty hospital services could not be derived from PPS. Specifically:
• The diagnosis-related group (DRG) patient classification system was not designed to account for the different types of treatment found in specialty hospitals. • The resource needs of patients in specialty hospitals are not necessarily correlated with diagnosis or DRG.
• As part of a highly differentiated delivery system, specialty hospitals provide services different from those provided by general short-stay hospitals. Medicare continues to pay for covered services furnished to inpatients of specialty hospitals on the basis of reasonable costs. However, reimbursemen. is limited by target ceilings established under the Tax Equity and Fiscal Responsibility Act of 1982 .
Section 603 of Public Law 98-21 requires the Secretary of Health and Human Services to conduct research studies on whether these specialty hospitals may be included under PPS and how inclusion may be accomplished. In response to this legislative mandate, the Health Care Financing Administration (HCFA) has undertaken and funded a wide range of studies over the past 4 years. The question of whether these hospitals can be included in PPS probably hinges on the development of a patient-classification system that will support the equitable reimbursement of specialty inpatient services.
This article provides program data that may be used in the preparation and evaluation of the congressionally mandated studies on Medicare specialty hospitals. The data also supply a basis for monitoring and evaluating the use and cost of this hospital insurance benefit and for measuring and identifying utilization patterns and trends that affect, to a large degree, the amount of expenditures for benefits.
The data compare the use and cost of specialty hospital services with those for all hospitals participating in the Medicare program. The utilization of services is measured by the number of discharges, covered days of care, covered charges, and reimbursement. The data are classified by trend (Table 1) , type of hospital (Tables 2 and 5 ), area of residence (Tables 3 and 4) , and major diagnostic classification (Table 5) .
Selected data highlights
The total inpatient hospital reimbursements and specialty hospital reimbursements for the years 1969 through 1985 (Table 1) Calendar year 1969 Calendar year 1970 Calendar year 1971 Calendar year 1972 Calendar year 1973 Calendar year 1974 Calendar year 1975 Calendar year 1976 Calendar year 1977 Calendar year 1978 Calendar year 1979 Calendar year 1980 Calendar year 1981 Calendar year 1982 Calendar year 1983 Calendar year 1984 • The average covered days of care per discharge for beneficiaries from specialty hospitals was 21.3 days or nearly 2 weeks longer than the corresponding figure for all discharges from short-stay hospitals (8.4 days).
• By type of specialty hospital, the average covered stay was about 0.6 days longer in all other specialty hospitals (21.6 days) than in psychiatric hospitals (21.0 days).
• The average covered charge per discharge for beneficiaries from specialty hospitals was $7,164 or about 37 percent higher than for all discharges from short-stay hospitals ($5,235).
• By type of specialty hospital, the average covered charge per discharge was 57 percent higher for all other specialty hospitals ($9,070) than for psychiatric hospitals ($5,772 ).
• In specialty hospitals, the average covered charge per discharge for aged beneficiaries ($8,297) was 52 percent higher than that for disabled beneficiaries ($5,460) . This difference reflects a higher proportion of aged beneficiaries discharged from nonpsychiatric specialty hospitals. The utilization of Medicare specialty hospital services, by area of residence, is shown for the year 1985 in Table 3. • Among the U.S. census regions, specialty hospital discharges as a percent of all inpatient hospital discharges ranged from a low of 0.8 percent in the North Central region to 1.5 percent in the Northeast region. Similarly, the proportion of specialty hospital covered days of care to all hospital inpatient covered days of care ranged from 1.9 percent in the North Central region to 3.6 percent in the Northeast region.
• The average covered days of care per discharge ranged from a low of 18.8 days in the West region to a high of 24.6 days in the Northeast region, a difference of 31 percent. • Among the States, the average covered days of care per specialty hospital discharge ranged from a low of 13.3 days in Montana to a high of 33.7 days in Washington.
• Delaware and Hawaii had the highest relative use of specialty hospital care under the Medicare program. In Delaware, specialty hospital care accounted for 3.9 percent of all inpatient hospital discharges and 8.4 percent of all covered days of care. In Hawaii, the corresponding figures were 2.2 percent of all inpatient hospital discharges and 5.7 percent of all covered days of care. Covered charges, by area of residence and type of hospital, are shown for the year 1985 in Table 4. • Specialty hospital covered charges under Medicare accounted for an estimated 1.5 percent ($791 million) of all hospital inpatient covered charges ($52.6 billion).
• The average covered charge per discharge for specialty hospital services was $7,164 or about 36 percent higher than the comparable figure ($5,257) for all inpatient hospital (short-stay and specialty) services. On the other hand, the average covered charge per covered day of care in all hospitals ($617) was about 83 percent higher than that for specialty hospitals ($337).
• Among the regions, the proportion of specialty hospital covered charges to all inpatient hospital covered charges ranged from 1.0 percent in the North Central region to 2.5 percent in the Northeast region.
• The average covered charge per discharge ranged from $5,597 in the South region to $9,599 in the Northeast region, a difference of 72 percent.
• Among the States, the average covered charge per discharge for specialty hospital services ranged from a low of $2,714 in South Carolina to a high of $11,514 in Michigan. The average covered charge per covered day ranged from $141 in South Carolina to $501 in California.
• The proportion of covered charges in specialty hospitals to covered charges in all inpatient hospitals varied among the States, ranging from a low of 0.2 percent in Utah to a high of 3.7 percent in Hawaii. The utilization of Medicare specialty hospital services, by type of hospital and major diagnostic classification is shown for the year 1985 in Table 5. • For all specialty hospitals, the distribution of discharges by major diagnostic classification was as follows: mental disorders (58 percent), diseases of the nervous system and sense organs (8 percent), diseases of the circulatory system (7 percent), and all other classifications (27 percent) (Figure 2 ). • Approximately 58 percent (63,800) of all discharges from specialty hospitals (110,415) were from psychiatric hospitals. Nearly all of these psychiatric discharges were under the major diagnostic classification of mental disorders. • Long-term hospitals accounted for 19 percent (21,460) of all specialty hospital discharges. The leading causes of hospitalization in long-term hospitals were diseases of the circulatory system, diseases of the nervous system and sense organs, and diseases of the respiratory system. • Rehabilitation hospitals accounted for another 19 percent (21,300) of all specialty hospital discharges. The leading major diagnostic conditions in these hospitals were diseases of the nervous system and sense organs, and diseases of the musculoskeletal system and connective tissue. • Children's hospitals accounted for only 2 percent of all discharges from specialty hospitals. The leading major diagnostic classification was diseases of the circulatory system, especially chronic ischemic heart disease.
• The average number of covered days of care per discharge in specialty hospitals was 21.3 days. By type of hospital, the average stay ranged from 8.6 days in children's hospitals to 22.6 days in rehabilitation hospitals (Figure 3 ).
• The average covered charge per discharge from specialty hospitals was $7,164. By type of hospital, the average charge ranged from $5,772 in psychiatric hospitals to $11,478 in children's hospitals, a difference of nearly 100 percent (Figure 3 ). • The high average covered charge per discharge in children's hospitals reflects the extremely high charge per day ($1,327), which was more than 4 times greater than that for all specialty hospitals ($337). The ratio of ancillary charges to total charges in children's hospitals (75 percent) was found to be about 3 times greater than that for all specialty hospitals (25 percent) (data not shown in Table 3 ). 21.8
Technical note

Definitions of terms
Specialty hospitals-Hospitals certified as participating facilities under Medicare and characterized by the distinctive nature of the treatment they provide. These types of hospitals include: psychiatric, rehabilitation, children's, long-term, and alcohol and drug.
Psychiatric hospitals-Hospitals that are primarily engaged in providing, by or under the supervision of a psychiatrist, psychiatric services for the diagnosis and treatment of mentally ill persons.
Rehabilitation hospitals-Hospitals that must have treated, during their most recent cost periods, an inpatient population of which at least 75 percent required intensive rehabilitative services for the treatment of one or more conditions: stroke, spinal cord injury, congenital deformity, amputation, major multiple trauma, hip fracture, brain injury, or polyarthritis, including rheumatoid arthritis. Treatment director must be a Doctor of Medicine or Osteopathy.
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Children's hospitals-Hospitals engaged in providing services to inpatients who are predominantly 12 years of age or under.
Long-term hospitals-Hospitals having an average length of inpatient stay of more than 25 days.
Alcohol/drug hospitals-Hospitals designed to correspond to the staffing and treatment practices of alcohol and/or drug programs.
Short-stay hospitals-General and special hospitals certified as participating facilities under Medicare and reporting average stays of fewer than 25 days.
Specialty units of short-stay hospitals-Units certified as separate cost entities of short-stay hospitals and categorically excluded from PPS.
Covered day of care-A day of inpatient hospital care during which the services covered by Medicare were furnished to a person eligible for hospital insurance benefits.
Discharge-The formal release of a patient from a hospital. Discharges include persons who died during their hospitalization or were transferred to another hospital.
Hospital charges-The hospital's charges for room, board, and ancillary services as recorded on the billing form (HCFA 1450).
Covered charges-The charges payable by the Medicare program after the exclusion of the deductible and noncovered charges from the total charges.
Reimbursements-Total hospital inpatient payments under the Medicare hospital insurance (HI) program for calendar years 1969-83, which are shown in Table 4 of this article, are based for the most part on interim reimbursement rates established to reflect costs as closely as possible, usually established as a per diem amount or as a percentage of total charges. Figures shown exclude amounts for which the patient is responsible, such as deductibles, coinsurance, and charges for noncovered services.
Most of the Medicare short-stay hospital reimbursements shown in this article for 1984 and 1985 represent prospective payments for inpatient services rendered by those short-stay hospitals brought under PPS, which became effective October 1, 1983. The prospective payment rate serves as the Medicare payment for all inpatient services (other than physician) associated with each discharge.
In accordance with section 1886 of the 1983 Amendments to the Social Security Act (Public Law 98-21) short-stay hospitals and specialty hospitals excluded from PPS will continue to be paid for covered services furnished to inpatients on the basis of reasonable costs. However, reimbursement is limited by budget ceilings established under the Tax Equity and Fiscal Responsibility Act of 1982.
Sources and limitations of data
The data shown in this article were derived from the Health Care Financing Administration's hospital inpatient stay record file. This file is generated by linking information from three HCFA master program files for a 20-percent sample of Medicare beneficiaries. The data, therefore, are subject to sampling variability. Sample counts were multiplied by a factor of 5 to estimate population totals.
The data represent inpatient records received and processed in HCFA as of December 1986. Discharges for 1985 recorded after that date were not included in the file used to prepare this article. A complete count of all Medicare discharge records for 1985 will probably total an estimated 8 percent more than the figure shown in this study. For the most part, the reimbursement amounts shown in Table 1 for calendar years 1969-83 represent payments under the hospital insurance program based on interim rates established to reflect costs as closely as possible. These interim rates were established as a per diem amount or as a percentage of total charges.
Most of the Medicare short-stay hospital reimbursements shown in this report for 1984 and 1985 represent payments for inpatient services rendered by those short-stay hospitals brought under PPS, which became effective October 1, 1983. The prospective payment rate serves as the Medicare payment for all inpatient services (other than physician) associated with each discharge. The reimbursement amounts shown in Table 1 Specialty hospital discharge records shown in this article were identified by means of the presence of a number code ranging from one to four in the third digit of the provider number. Short-stay hospital discharge records (including specialty units of shortstay hospitals) were identified by means of the presence of a zero in the third digit of the provider number.
